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MAINTAINING  THE  GOLD  EESEEVE 

FRED  M.  TAYLOR,  PH.  D. 

Very  few  persons  who  have  read  the  newspapers  during 
the  last  two  or  three  years  can  have  failed  to  notice  numerous 
references  to  the  gold  reserve  of  the  Treasury.  It  would  not, 
however,  be  a matter  of  surprise  if  a good  many  persons  have 
wondered  as  to  the  real  significance  of  all  this  discussion ; why 
a gold  standard  is  kept  at  all ; why  the  Treasury,  in  particu- 
lar, keeps  one;  what  would  happen  if  it  should  disappear; 
and  so  on.  The  subject  is  a highly  technical  one,  and  it  is  no 
discredit  not  to  understand  without  special  explanation  what 
experts  do  not  always  agree  about.  I have  thought  that,  per- 
haps, the  readers  of  the  Home  Study  Eeview  would  take  some 
little  interest  in  one  or  two  papers,  which  should  try  to  make 
these  matters  clear  to  the  uninitiated.  I intend,  therefore,  to 
write  concerning  the  gold  reserve  much  as  if  the  reader  knew 
nothing  about  it.  In  this  number,  I will  try  to  explain  what 
the  gold  reserve  is ; why  it  must  be  kept  by  some  one ; and  why 
that  some  one  happens  to  be  the  treasury  of  the  United 
States.  In  the  next  article,  I will  explain  the  different  devices 
employed  in  other  countries  for  maintaining  the  reserve,  and 
consider  what  changes  we,  perhaps,  ought  to  make  in  our 
methods. 

I.  WHAT  IS  THE  GOLD  RESERVE? 

In  the  first  place,  then,  what  is  the  gold  reserve?  For 
one  thing,  it  is  not  all  the  gold  coin  or  gold  bars  which  chance 
to  be  in  the  hands  of  the  treasurer  of  the  United  States, 
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though  the  reports  of  the  Department  do  not  always  make  this 
clear.  A good  deal  of  such  gold  no  more  belongs  to  the 
Treasury  than  the  trunk  which  I have  placed  in  the  hands  of 
the  Michigan  Central  railroad,  and  for  which  I have  received 
a check  from  their  agent,  belongs  to  the  railroad  company. 
Much  of  the  gold  in  the  Treasury  is  the  property  of  individ- 
uals and  corporations  who  have  deposited  it  with  the  govern- 
ment, and  have  received  for  it  certificates  of  deposit.  Of  such 
gold,  the  Treasury  is  only  the  custodian,  not  the  owner.  But, 
besides  this  gold  held  in  trust  for  other  persons,  the  Treasury 
has  other  gold  coins  or  bars,  which  the  United  States  really 
owns,  the  amount  of  which,  during  the  last  three  years,  has 
ranged  from  about  110  to  42  millions.  Tins  gold  belongs  to 
the  Treasury  like  any  other  money;  yet,  for  various  causes,  one 
hundred  millions  of  it,  or,  if  the  amount  be  less  than  that  sum, 
all  of  it,  has  come  to  be  thought  of  as  constituting  a reserve, 
i.  e.  a fund  set  apart  for  a special  object.  The  explanation  of 
this  is  not  difficult.  The  Treasury  has  outstanding  many  mil- 
lions of  promises  to  pay  dollars  on  demand,  in  which  promises 
“ dollar  ” is  understood  to  mean  the  gold  dollar.  Some  of 
these  promises  are  liable  at  any  time  to  be  presented  for  pay- 
ment. Consequently,  the  Treasury  needs  to  be  sure  of  having 
on  hand  gold  with  which  to  pay  them.  This  however,  can  be 
secured  only  by  having  a special  fund  more  or  less  definitely 
set  apart,  not  to  be  used  for  ordinary  purposes.  Public  opin- 
ion, custom,  and  the  implication  of  certain  laws  have  fixed  the 
proper  amount  of  this  special  fund  at  one  hundred  millions. 
So,  when  the  Treasury  had  a large  sum  of  gold,  one  hundred 
millions  of  it  was  considered  the  reserve,  and  all  above  this 
sum  was  called  “ free  gold  Latterly,  since  there  has  been 
no  free  gold,  all  in  the  Treasury  is  thought  of  as  the  reserve. 
This,  then,  is  the  gold  reserve  of  which  so  much  is  said, — a 
certain  amount  of  gold  held  and  owned  by  the  United  States 
Treasury  and  thought  of,  at  least,  as  set  apart  for  the  special 
object  of  redeeming  its  outstanding  notes. 
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II.  WHY  A GOLD  RESERVE  MUST  BE  MAINTAINED 

So  much  for  what  the  gold  reserve  is.  Why,  now,  should 
the  maintaining  of  this  reserve  awaken  such  an  amount  of 
interest?  Why  should  its  possible  disappearance  cause  such 
great  anxiety  in  the  business  world?  Of  course,  it  would  be 
rather  undesirable  to  have  the  notes  of  the  United  States  go 
to  protest,  so  to  speak,  like  the  notes  of  a bankrupt  business 
man.  But,  then,  it  would  not  be  such  a terrible  matter. 
Every  body  knows  that  the  United  States  is  ^^good”, 
that  it  would  ultimately  pay  its  debts.  A few  days,  or  a few 
weeks,  of  suspended  payment  would  surely  be  a matter  of  no 
great  consequence.  Well,  perhaps  not;  though  most  of  us 
would  feel  it  a very  serious  disgrace  for  our  government  to 
fail  to  redeem  its  promises  on  sight;  and,  in  some  critical  hour, 
the  weakening  of  its  credit,  due  to  such  a failure,  might  work 
much  harm.  However,  the  disgrace  and  harm  resulting  from 
governmental  bankruptcy  is  the  least  important  consequence 
of  a failure  to  maintain  the  gold  reserve.  The  matter  of  great 
significance  is  that,  as  long  as  the  Treasury  has  out  in  circu- 
lation notes,  which  are  payable  on  demand,  just  so  long  there 
will  devolve  upon  it  more  or  less  fully  a peculiar  and  most 
important  duty  in  relation  to  the  whole  monetary  and  indus- 
trial system  of  the  country;  I mean  the  duty  of  maintaining 
the  standard  money  resen)e  of  the  country.  In  order  fully  to 
understand  this  matter,  we  need  to  realize  just  what  is  the 
standard  money;  and  why  there  must  be  a reserve  of  that  sort 
of  monev. 

First,  then,  what  is  the  standard  money  ? It  is  doubtless 
known  to  every  reader  that  we  have  in  circulation  several  dif- 
ferent sorts  of  money, — meaning  by  money  anything  which 
passes  freely  in  exchange  for  goods  without  any  consideration 
of  the  credit  of  the  person  who  offers  it.  Thus,  we  have  small 
copper  coins,  nickels,  small  silver,  silver  dollars  or  their 
equivalent,  silver  certificates,  national  bank  notes,  the  treasury 
notes  issued  under  the  law  of  1890,  the  old  greenbacks,  and 
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gold  or  its  certificates.  Even  if  we  lump  together  the  different 
kinds  of  small  money,  and  the  two  sorts  of  treasury  notes,  still 
we  have  at  least  five  kinds  of  money.  But,  of  course,  scarcely 
any  one  would  need  to  be  told  that  these  five  moneys  are  not 
all  of  the  same  rank.  In  the  first  place,  the  bank  notes  are 
plainly  not  jnoney  at  all  in  the  strictest  sense,  but  only  prom- 
ises to  pay  money.  As  long  as  those  promises  are  kept,  they 
are  just  as  good  as  money;  but,  even  at  the  best,  they  are  only 
representative  money,  i.  e.  money  the  significance  of  which  is 
determined  not  by  the  thing  itself,  but  by  some  other  thing 
which  it  represents.  In  like  manner,  the  treasury  notes  are 
now  only  representative  money.  They  are  redeemable  on 
demand  in  coin  at  the  Treasury;  and  what  they  are  valued  at 
is  fixed  not  by  themselves  but  by  the  coin  in  which  they  are 
redeemed.  Again,  the  small  coins  are  not  an  independent, 
able-to- walk- alone  money.  In  themselves  they  are  worth  less 
than  half  what  they  will  pass  for  in  buying  goods.  Their 
value  is  determined  by  something  outside  themselves.  Fin- 
ally, after  the  discussions  of  the  last  few  years,  it  is  hardly 
necessary  to  say  that  even  the  silver  dollar  does  not  in  our  sys- 
tem constitute  an  independent,  self-determining  kind  of  money. 
As  a lump  of  metal,  it  is  worth  only  about  fifty  cents;  or  will 
buy  ten  pounds  of  sugar.  But,  as  a coin,  it  passes  for  one 
hundred  cents;  or  will  buy  twenty  pounds  of  sugar.  Thus,  we 
see  that,  of  the  five  kinds  of  money  circulating  among  us,  four 
are,  in  a greater  or  less  degree,  only  representative,  dependent 
forms  of  money,  the  value  of  which  is  settled  by  something 
outside  themselves.  All  of  them  run  in  terms  of  dollars;  but 
no  one  of  them  determines  what  a dollar  means.  What  does? 
I need  hardly  say  that  it  is  gold.  The  meaning  of  the  dollar 
in  the  money  system  of  this  country  is  fixed  by  the  value 
which,  in  the  markets  of  the  world,  attaches  to  twentv-five  and 
eight-tenths  grains  of  gold,  standard  fine.  Now,  a kind  of 
money  which  does  this  sort  of  thing, — i.  e.  which  fixes  the 
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meaning  of  the  unit  of  account  in  the  money  system  of  a 

country, — we  call  standard  money. 

But  why  is  it  necessary  to  maintain  a reserve  of  this 
STANDARD  MONEY  ? To  answer  this  question  we  really  need  to 
make  two  points  clear,  viz.,  that,  under  modern  conditions,  the 
standard  itself  is  always  in  more  or  less  danger  of  being  over- 
thrown, and,  secondly,  that  such  an  overthrow  of  the  standard, 
or  even  a reasonable  fear  of  it,  is  disastrous  to  business  and 

industry. 

First,  then,  the  standard  is  always  in  more  or  less  danger. 
Why  is  this  so?  Let  us  see.  As  we  have  already  noted, 
standard  money  forms  but  a small  part  even  of  the  money  which 
is  in  use  in  the  country.  Not  only  so;  but  money  of  all  kinds 
forms  but  a small  part  of  the  means  with  which  exchanges  are 
carried  on.  As  everyone  knows  nowadays,  a large  part  of  the 
payments  which  people  have  occasion  to  make  are  made  in 
checks,  i.  e.  orders  on  a banker  to  pay  some  one  else  what  the 
banker  owes  the  one  who  draws  the  check.  And,  since  the 
receiver  is  quite  likely  to  keep  a bank  account,  he  probably 
will  not  draw  the  money,  but  will  merely  have  the  claim  cred- 
ited to  himself.  Thus,  to  speak  in  paradox,  the  largest  part 
of  the  money  of  the  country  is  not  standard  money , or  even, 
paper  money,  or  money  of  any  kind,  but  only  bank  deposits. 
In  consequence,  our  circulating  medium,  instead  of  being  only 
fifteen  or  sixteen  hundred  millions  is  really  many  billions.  But,, 
of  course,  all  this  vast  circulating  medium  runs  in  terms  of  dol- 
lars; the  value  of  every  unit  of  it  is  determined  by  the  value  of 
twenty-five  and  eight-tenths  grains  of  gold.  If  this  shall  con- 
tinue to  be  the  case,  if  it  shall  not  suddenly  have  its  value  put 
down,  every  part  of  it  must  be  exchangeable  for  tvrenty- 
five  and  eight- tenths  grains  of  gold;  provided  any  body  needs 
it  so  exchanged.  Now,  of  course,  this  will  be  unnecessary  as 
regards  most  of  the  volume  of  credit  media  of  exchange.  The 
majority  of  us  prefer  the  bank  credit  or  the  paper  money. 
But  there  are  always  some  people  who,  for  one  cause  or 
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another,  must  have  the  gold.  They  are  principally  the  people 
who  are  called  on  to  send  money  abroad,  because  at  particular 
times  the  sum  which  we  owe  other  countries  for  what  we  buy, 
or  borrow,  from  them,  amounts  to  more  than  what  they  owe 
us.  For  this  particular  purpose,  as  well  as  for  several  others, 
the  gold  must  be  had  at  any  price.  Now,  the  way  which  the 
man  who  wants  gold  naturally  takes  to  get  it,  is  to  go  to  some 
one  who  owes  him  money  on  demand  and  ask  for  gold  money. 
The  “ some  one  ” he  goes  to  will  naturally  be  his  bank.  But 
it  may  be,  as  in  this  country  and  England,  that  banks  in  gen- 
eral are  not  obliged  to  pay  in  gold,  and,  for  some  reason,  do 
not  desire  to  do  so.  In  that  case,  there  will  be  some  one  bank 
or  institution  which  is  required  by  law  to  pay  in  gold,  to 
which,  consequently,  the  man  needing  gold  will,  in  the  last 
resort,  be  obliged  to  go.  Now,  what  is  going  to  happen,  if 
this  place  of  last  resort  is  not  able  to  redeem  its  promises  in 
gold?  Plainly,  the  man  who  must  have  gold,  will  find  him- 
self obliged  to  buy  it  of  some  one  else,  who  is  not  legally 
bound  to  pay  in  gold,  who,  consequently,  will  improve  the 
opportunity  to  make  something,  and,  so,  will  charge  a higher 
price  for  his  gold.  In  other  words,  gold  will  at  once  go  to  a 
premium.  But  to  say  that  gold  had  gone  to  a premium  is  the 
same  as  to  say  that  it  has  ceased  to  be  the  standard  of  value, 
that  somethiug  else  has  come  to  be  the  decisive  factor  in 
determining  the  meaning  and  value  of  a “ dollar.”  Thus,  we 
see  that,  if  we  wish  to  maintain  the  standard,  we  must  main- 
tain a reserve  of  standard  money. 

But,  now  it  is  incumbent  upon  us  to  show  that  we  really 
want  to  maintain  the  standard,  that  real  evils  must  be  expected 
to  flow  from  an  actual,  or  even  a threatened,  overthrow  of  the 
standard.  At  first  thought,  this  may  seem  rather  a large 
undertaking,  in  view  of  the  fact  that  a great  many  people,  at 
the  present  time,  seem  to  desire  nothing  quite  so  much  as  the 
overthrow  of  our  standard  of  value.  But  this  is  to  quite  mis- 
understand the  situation.  The  people  who  wish  to  displace 
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our  present  standard,  have  this  desire,  because  they  consider 
our  standard  a bad  one,  not  because  they  think  it  desirable  to 
have  the  standard,  as  such,  overthrown.  Were  their  wish  to 
be  gratified,  and  were  they  to  succeed  in  establishing  a stand- 
ard which  they  considered  good,  they  would,  without  any 
doubt,  consider  its  secure  maintenance  highly  desirable.  For 
the  purpose  of  this  discussion,  therefore,  we  will  assume  that 
the  country  has  established  a standard  which  people  agree  in 
considering  a good  one.  Such  being  the  case,  it  is  to  be 
aflirraed  that  the  secure  maintenance  of  that  standard  is  of 
great  importance.  In  support  of  this  proposition,  several 
things  are  to  be  said. 

First,  changes  in  the  standard  are  likely  to  be  more  or 
less  harmful,  because  changes  in  the  standard  mean  changes 
in  the  general  level  of  prices.  The  standard  determines  the 
meaning  of  the  dollar;  the  dollar  is  the  unit  in  which  we  meas- 
ure  the  value  of  goods;  therefore,  in  changing  the  standard, 
we  change  the  price  of  goods.  But,  it  does  not  need  an  ex- 
tended argument  to  convince  most  people  that  changes  in 
price,  particularly  sudden  changes,  are  certain  to  be  more  or 
less  harmful.  If  prices  go  down,  consumers  will  gain,  but 
producers  are  quite  likely  to  lose.  For,  first,  prices  seldom  go 
down  at  a uniform  rate,  and  the  unequal  movement  is  often  to 
the  disadvantage  of  producers.  Thus,  in  many  cases  finished 
goods  naturally  fall  in  price  sooner  than  the  raw  materials  out 
of  which  they  are  made.  To  illustrate,  if  the  demand  for  wal- 
nut furniture  declines,  the  price  of  existing  stocks  will  fall;  but 
walnut  lumber,  on  the  other  hand,  will  not  feel  the  effects  for, 
perhaps,  a year  or  two  longer.  This  plainly  involves  loss  to 
manufacturers  of  walnut  furniture.  Still  more,  prices  of  goods 
are  quite  certain  to  fall  faster  than  the  price  of  labor,  i.  e. 
wages.  This,  again,  means  loss  to  the  manufacturer.  Here 
we  have  an  evil  result  from  falling  prices.  But  rising  prices 
are  injurious  in  their  own  way.  We  have  to  buy  as  well  as 
sell;  and,  if  we  have  to  pay  more  than  we  did,  we  will  be  hurt. 
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unless  what  we  have  to  sell  has  risen  just  as  much  as  what  we 
have  to  buy.  Now,  it  is  well  known  that  salaries  and  wages 
do  not  rise  as  fast  as  goods.  Consequently,  the  people  who 
have  labor  to  sell,  lose  by  rising  prices. 

We  have  thus  far  spoken  of  the  standard  of  value,  as  if  it 
determined  the  meaning  of  the  dollar  only  in  the  case  of  meas- 
uring the  value  of  goods,  i.  e.  fixing  prices.  But  the  standard 
determines  the  meaning  of  the  dollar  in  another  very  import- 
ant connection.  I mean  the  dollar  in  debts.  If  I sign  a note 
for  five  hundred  dollars,  the  significance  of  each  of  these  dol- 
lars is  to  day  determined  by  the  value  of  twenty-five  and  eight- 
tenths  grains  of  gold.  So,  if,  I agree  to  pay  six  per  cent  for 
the  use  of  the  money,  that  means  six  hundredths  of  a dollar, 
and  the  significance  of  this  dollar,  too,  is  fixed  by  the  twenty- 
five  and  eight-tenths  grains  of  gold.  But,  of  course,  sudden 
changes  in  the  value  of  the  dollar  in  this  connection  will  natu- 
rally  work  a great  deal  of  harm  to  some  one.  If  the  dollar 
rises  in  value,  in  the  sense  that  it  is  harder  for  most  people  to 
get  it,  there  is  a plain  increase  in  the  burden  upon  the  debtor. 
If  the  dollar  falls  in  value,  in  the  sense  that  it  will  buy  a 
smaller  share  of  the  good  things  of  life,  plainly  the  creditor 
will  find  both  his  interest  and  principal  less  useful  to  him  than 
otherwise. 

It  is  of  great  importance  to  emphasize  the  point  that  the 
evils  of  a changing  standard  are  immensely  increased  if  the 
changes  are  sudden  and  unexpected.  Uncertainty  is  of  all 
things  destructive  to  business  activity.  Further,  changes 
which  are  sudden  are  more  likely  to  be  uneven,  to  affect  some 
prices  more  than  others,  and  goods  more  than  wages.  In  like 
manner,  great  changes  compressed  into  a short  period  are 
vastly  more  injurious  than  changes  of  the  same  extent  spread 
over  many  years.  One  can  scarcely  jump  from  a second  story 
window  without  danger  to  life  or  limb;  but  he  can  get  to  the 
ground  on  a ladder  with  only  a little  fatigue  and  a little  rack- 
ing of  the  joints. 
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Now,  of  course,  no  one  could  say  how  much  of  a change 
the  standard  would  experience,  if  gold  should  go  to  a premium 
through  the  failure  of  the  treasury  to  pay  its  notes  in  gold. 
Some  people  think  we  would  go  at  once  to  a silver  standard, 
lowering  the  value  of  the  dollar  forty  or  fifty  per  cent. 
This  supposition,  however,  looks  to  me  quite  improbable,  so 
long  as  we  do  not  have  the  free  coinage  of  silver.  I suppose 
the  premium  would  be  very  slight  for  some  time;  until  at  least 
it  was  settled  whether  the  country  w’as  going  to  get  itself  on 
its  feet  again.  If  the  government  showed  no  disposition  to 
get  out  of  its  bankrupt  condition,  but  settled  down  to  have  a 
paper  standard  as  in  the  greenback  days,  then,  doubtless,  the 
premium  on  gold  would  rase  still  higher,  and  would  vary 
from  day  to  day  with  the  changing  prospects  of  free  silver  or 
flat  money  among  the  voters  of  the  country.  Such  fluctuations 
would,  of  course,  be  extremely  burdensome  to  many  classes, 
giving  to  all  business  a high  degree  of  insecurity. 

But  it  must  not  be  overlooked  that,  even  were  the  pre- 
mium to  exist  for  only  a very  short  time  and  never  pass  a 
very  low  figure,  still  great  injury  would  likely  come  to  indus- 
try from  even  the  temporary  overthrow  of  the  standard.  If 
you  ask  a skilful  surgeon  as  to  the  condition  of  a patient 
who  has  just  undergone  a very  dangerous  operation,  he  may 
tell  you  that  the  wound  is  doing  perfectly,  but  that  he  has 
some  fears  as  to  whether  the  patient  will  recover  from  the 
shock.  That  is,  in  certain  cases,  the  injury  to  the  evidently 
material  constituents  of  a man,  his  muscles,  bones,  blood-ves- 
sels, etc.,  is  of  comparatively  little  importance.  The  great 
question  is  as  to  the  effect  of  an  accident  or  an  operative  upon 
that  mysterious  union  of  psychic  and  physical  elements  which 
we  call  his  nervous  system.  So  it  is  with  the  industrial  body. 
Its  health  is  a question  of  mind  as  well  as  of  matter.  Whether 
times  are  good  or  bad  is  determined  not  merely  by  high  or  low 
prices,  good  or  bad  crops,  etc.,  but  also  by  how  men  feel, — 
whether  they  are  hopeful  or  despondent,  confident  or  fearful, 
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and  so  on.  The  shock  of  a failure  of  the  Treasury  to  redeem 
its  notes  on  sight  would  undoubtedly  work  incurable  harm, 
even  if  the  restoration  of  credit  followed  in  a fortnight. 

Ill,  Why  the  treasury  must  maintain  the  gold  reserve. 

I have  tried,  now,  to  answer  two  of  my  questions,  namely, 
what  is  the  gold  reserve,  and,  secondly,  why  must  such  a 
reserve  be  maintained.  I have  still  to  explain  how  the  task  of 
keeping  this  reserve  comes  to  fall  on  our  national  treasury. 
As  a matter  of  fact,  this  has  been  the  case  only  in  later  years. 
It  is  true  that  the  necessity  of  keeping  a gold  reserve  in  order 
to  maintain  its  credit  has  rested  upon  the  Treasury  ever  since 
1879,  when  it  resumed  specie  payments.  But,  during  much  of 
the  time  prior  to  July  of  1892,  the  Treasury  had  little  respon- 
sibility as  regards  maintaining  the  standard]  for  people  who 
needed  gold  bad  no  difficulty  getting  it  from  the  New  York 
banks.  During  the  last  three  years,  however,  all  this  has  been 
changed.  Beginning  with  the  fall  of  1890,  we  were,  for  three 
years,  constantly  increasing  the  amount  of  outstanding  treas- 
ury notes,  and,  so,  diminishing  the  certainty  of  our  being  able 
to  pay  any  of  them  in  gold.  Then,  too,  for  various  reasons, 
the  net  export  of  gold  from  the  country  has  been  for  some 
years  much  larger  than  usual.  Besides,  there  has  been  much 
agitation  in  favor  of  paying  our  promises  in  silver  rather  than 
gold.  For  all  these  reasons,  people  have  thought,  aud  still 
think,  it  quite  likely  that  gold  will  be  at  a premium.  Those, 
therefore,  who  have  gold  have  latterly  been  disposed  to  keep 
it,  provided,  of  course,  that  they  are  able  to  do  so.  Naturally 
enough,  the  banks  wish  to  hold  on  to  their  stock,  and,  under 
our  system,  they  find  no  difficulty  in  doing  this.  They  are, 
indeed,  liable  for  obligations  payable  on  demand  which  amount 
to  more  than  two  billions  of  dollars.  But,  then,  this  money 
which  they  must  pay  on  demand  need  not  be  standard  money. 
To  satisfy  their  obligations,  anything  that  is  legal  tender  will 
answer  just  as  well.  Therefore,  as  long  as  they  have  other 
money  which  is  in  law  good  money,  like  silver  dollars  or 
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treasury  notes,  they  are  certain  to  keep  the  gold.  But,  if  a 
man  who  wants  gold  can  not  get  it  from  the  banks,  he  has 
still  one  resort  left  before  he  tries  to  buy  it.  He  can  take,  or 
have  his  banker  take  for  him,  United  States’  notes  to  the  Treas- 
ury and  demand  that  they  be  redeemed  in  gold;  and  the 
Treasury  must  not  refuse.  But,  why?  perhaps  the  reader  will 
ask.  The  banks  refuse  to  pay  their  obligation  in  gold,  why 
should  not  the  Treasury  do  the  same?  Or,  if  we  are  going  to 
make  the  Treasury  pay  in  gold,  why  not  make  the  banks  do 
80  too?  Perhaps  we  ought,  though  it  is  easy  to  make  an 
argument  on  the  other  side.  But,  in  any  case,  we  are  con- 
cerned now  merely  with  the  facts.  Whatever  the  law  ought 
to  be,  as  it  is,  it  requires  the  Treasury  to  pay  in  gold.  It 
does,  indeed,  in  the  case  of  notes  issued  under  the  law  of  1890, 
allow  the  Secretary  of  the  Treasury  to  redeem  in  either  gold  or 
silver  at  his  discretion.  But,  the  same  law  requires  him  to 
maintain  the  parity  of  silver  and  gold.  Now  this  provision 
takes  away  any  real  liberty  of  action;  since  a refusal  to  pay 
gold  to  those  who  wish  it  would  at  once  make  gold  worth  more 
than  silver  in  the  open  market,  that  is,  would  destroy  the 
parity  which  he  is  required  to  maintain.  Thus,  we  see  that, 
while  the  banks  can  refuse  to  pay  in  gold,  the  Treasury  can 
not.  In  the  last  resort,  therefore,  the  Treasury  must  bear  the 
burden  of  maintaining  the  standard  money  reserve  of  the 
country. 
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The  lessons  on  English  literature  offered  in  the  Home 
Study  Series  are  now  sufficiently  started  to  reveal  their  scope 
and  method  of  treatment  to  those  who  have  begun  to  use 
them.  But  as  each  lesson  is  brief,  and  the  subjects  taken  up 
are  extensive  in  themselves,  not  to  mention  what  has  been 
said  about  th'jm  by  reliable  critics — the  editor  has  so  continu- 
ally to  be  deciding  what  not  to  say,  that  it  seems  desirable  to 
set  forth  here  somewhat  more  in  detail  the  purpose  they  have 
in  view. 

The  authors  taken  up  are  those  belonging  distinctly  to  its 
modern  period  from  Shakespeare  to  Tennyson,  because  in  the 
four  hundred  years  thus  covered,  the  greatest  and  best  Eng- 
lish prose  and  poetry  have  been  produced.  These  have  sprung 
out  of  a national  life  that  has  grown  continually  better  and 
more  comfortable,  and  therefore  more  interesting.  At  the 
sanie  time  it  has  grown  more  complex  and  difficult  to  gra.sp  in 
its  wholeness  of  fact  and  meaning,  so  its  literature  is  not  only 
varied  but  deep. 

In  its  broadest  significance  literature  embraces  the  whole 

thought  of  man  as  expressed  in  written  records;  in  a narrower 

use  it  refers  to  what  has  been  recorded  in  a special  snbject,  as 

the  literature  of  medicine,  language  or  mechanics;  but  it  has  a 

third  meaning  still  in  its  own  distinctive  place  as  one  of  the 

fine  arts,  or  as  Matthew  Arnold  said,  “criticism  of  life,”  in  the 

sense  of  an  estimation  of  life.  It  is  not  the  fact- gatherer  of 

life’s  journey,  nor  the  ameliorator  of  its  material  discomforts — 

neither  does  it  account  for  its  beginnings  nor  prophesy  its  end. 

It  is  the  expression  of  the  feelings  that  men  have  as  they  go 

along  its  way,  sometimes  for  the  sake  of  advising  or  warning 

those  who  come  after,  or  of  diverting  those  at  hand,  and  again 
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MAINTAINING  THE  GOLD  RESERVE 


BY  FRED  M.  TAYLOR,  PH.  D. 


Second  Article 

The  preceding  article  upon  this  subject,  in  the  March 
number  of  The  Review,  was  chiefly  devoted  to  explaining  why 
it  is  that  a gold  reserve  must  be  kept.  We  saw  in  that 
article  that  gold  is  distinguished  among  moneys  of  different 
kinds  as  being  the  standard  money,  that  is,  the  money  which 
fixes  the  value  of  all  other  moneys  or  equivalents  of  money. 
We  saw,  again,  that  these  other  moneys  or  equivalents  of 
money,  are  always  more  or  less  in  danger  of  being  deflected 
from  the  standard;  that,  indeed,  the  only  way  to  keep  them 
up  to  the  mark  is  to  have  them  at  all  times  exchangeable  for 
gold  whenever  any  person  holding  them  so  desires;  that, 
consequently,  some  institution  must  keep  a supply  of  gold 
and  do  this  work  of  giving  out  gold  in  exchange  for  other 
moneys.  Further,  we  learned  that  the  institution  upon  which 
this  task  naturally  falls  is  some  one  of  the  various  institu- 
tions which  make  a practice  of  having  out  demand  obligations 
which,  for  example,  receive  deposits  of  money  and  promise  to 
pay  jihem  on  sight,  or  which  issue  their  notes  to  circulate  as 
money  and  promise  to  redeem  them  on  demand.  Finally,  we 
noted,  that  for  one  or  more  reasons  the  particular  institution 
which  is  obliged  to  perform  this  function  in  the  United  States 
is  the  Federal  treasury. 

In  the  present  article  it  will  be  our  duty  to  consider  the 
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different  methods  which  are  employed  in  accomplishing  this 
task.  That  the  last  half  century,  so  notable  for  progress  in 
all  industrial  lines,  has  developed  improvements  in  the  process 
of  maintaining  the  standard  money  reserve,  hardly  needs  to 
be  affirmed.  The  devices  thus  worked  out  are  not  quite  as 
easy  to  understand  as  the  visible  improvements  in  tools  and 
machinery  which  are  so  characteristic  of  modern  industry; 
but  they  are  scarcely  less  ingenious  and  interesting. 

The  general  character  of  these  expedients  will  be  evident 
from  the  nature  of  the  task  to  be  performed.  Here  is  a great 
bank,  let  us  say,  the  managers  of  which  are  called  upon  to 
keep  on  hand  a stock  of  gold  money  to  be  paid  out  in 
exchange  for  other  kinds  of  money  or  money  claims.  Now, 
what  does  this  involve  ? Plainly,  the  essential  requisite  is  to 
keep  the  inflow  of  gold  at  least  equal  to  the  outflow.  Now 
to  accomplish  this  two  general  plans  suggest  themselves; 
namely,  to  increase  the  inflow,  and,  secondly,  to  diminish  the 
outflow.  It  would  probably  be  correct  to  say  that  all  schemes 
for  protecting  the  reserve  are  directed  to  one  or  the  other  of 
these  two  objects. 

I.  DEVICES  FOE  MAINTAINING  AN  ADEQUATE  INFLOW  OF  GOLD. 

Let  us  begin  with  the  maintenance  of  an  adequate  gold 
inflow.  The  first  method  of  accomplishing  this  is  the  manipu- 
lation of  the  ordinary  receipts  and  disbursements  so  that  they 
will  net  a gain  of  gold,  if  this  is  needed.  In  ordinary  times 
this  means  is  commonly  sufficient.  The  reserve-keeping  bank, 
in  the  regular  course  of  business,  will  receive  and  pay  out 
large  sums  of  money  every  day.  As  the  people  who  pay 
money  into  banks  in  most  cases  have  no  special  reason  for 
choosing  one  means  of  deposit  rather  than  another,  the  money 
thus  received  is  quite  likely  to  be  gold,  provided,  of  course, 
gold  is  in  circulation.  On  the  other  hand,  persons  receiving 
money  from  the  bank  are  usually  quite  willing— frequently 
even  prefer — to  take  paper  money.  In  jiarticular,  where  the 
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bank  is  the  regular  agent  of  the  mint  and  buys  most  of  the 
gold  coined,  it  can  often  pay  for  that  gold  in  notes,  and  so  net 
an  addition  to  its  stock  of  gold. 

But  it  will  be  at  once  evident  that  keeping  up  the  gold 
supply  by  manipulating  receipts  and  disbursements,  is  likely 
to  be  inadequate  at  a time  when  it  is  most  needed.  If  the 
ultimate  reserve  is  running  low,  confidence  is  certain  to  be 
shaken.  People  are  likely  to  be  preparing  for  the  uncertain- 
ties of  the  future  by  increasing  their  holdings  of  gold. 
Especially  the  lesser  banks,  when  forwarding  funds  to  their 
correspondents,  will  naturally  use  for  this  purpose  other  forms 
of  money  and  hold  back  the  gold  for  themselves.  On  the 
-*  other  hand,  those  who  have  occasion  to  receive  money  from 

the  banks  are  not  unlikely  to  ask  for  gold  in  preference  to 
notes.  Thus,  the  reserve-keeping  bank  will  find  other  people 
manipulating  receipts  and  disbursements  so  as  to  run  down 
rather  than  build  up  the  reserve.  Naturally,  at  such  a time 
more  heroic  methods  will  be  needed.  One  of  these  goes  by 
the  name  of  the  ‘premium  policy’.  This  means  that  the 
reserve  keeping  bank  offers  special  inducements  to  people  to 
bring  their  gold  into  its  vaults.  One  way  of  doing  this  is  to 
pay  a price  for  bullion  higher  than  the  usual  one.  Thus,  the 
Bank  of  England  regularly  pays  for  an  ounce  of  gold  £3  17s 
9d,  although  it  charges  l|d  more  when  it  sells  gold — the 
difference  being  the  commission  paid  to  the  bank  for  its 
trouble  and  expense.  Now,  when  there  is  need  to  hurry  the 
inflow  of  gold,  the  buying  price  is  raised  to  £3  17s  9Jd  or 
even  to  £3  17s  lOd.  Another  form  which  the  premium  policy 
takes,  is  the  payment  of  interest  on  the  gold  brought  from 
^Bother  country  from  the  day  it  is  shipped.  By  this  means 
the  sender  begins  to  get  interest  one  or  two  weeks  sooner  than 
^ he  naturally  would — a gain  which  is  quite  worth  while  when 

the  sum  involved  ranges  from  a half  million  to  two  or  three 
millions. 

Still,  again,  the  bank  fi-equently  raises  the  price  of  gold 
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by  putting  a higher  estimate  on  foreign  coins.  Thus,  all  the 
great  banks  of  Europe  have  a schedule  of  rates  at  which  they 


will  receive  the  coins  of  other  nations.  These  rates  are  some- 
what lower  than  they  would  naturally  be  as  determined  by  the 
amount  of  bullion  in  the  coins ; since,  in  melting  the  coins 
and  parting  the  gold  from  the  alloy,  there  is  some  expense 
incurred.  Now,  if  the  Bank  of  France  is  very  anxious  to  get 
gold,  it  will  put  a higher  rate  on  foreign  coins ; it  will  agree  to 
allow  more  than  the  usual  amount  for  an  American  eagle  or 
an  English  pound. 

Another  means  sometimes  resorted  to  by  the  great  reserve- 
keeping banks,  is  to  make  a gold  loan  from  some  other 
similar  bank  not  equally  in  need.  Thus  in  two  oft-cited  cases 
(1839,  1890)  the  Bank  of  England  borrowed  gold  from  the 
Bank  of  France. 

Now,  if  we  turn  to  the  case  of  a government  treasury  on 
which  the  task  of  keeping  the  gold  reserve  falls,  we  find  that 
its  means  for  replenishing  are  not  so  different  from  those  of  a 
reserve-keeping  bank  as  one  might  at  first  thought  imagine. 
In  the  first  place,  the  treasury  can,  at  least  in  ordinary  times, 
depend  to  a considerable  extent  on  getting  in,  through  its 
regular  receipts,  more  gold  than  it  is  obliged  to  pay  out.  As 
the  Treasury  of  the  United  States  is  in  the  main  its  own 
banker,  it  receives  and  pays  out  very  large  sums  of  money 
every  year.  Now,  most  of  the  people  to  whom  it  makes  pay- 
ments are  ready  to  accept  treasury  notes.  If,  then,  it  should 
receive  any  considerable  amounts  of  gold,  it  would  usually 
find  no  difficulty  in  increasing  its  stock  of  that  metal.  Of 
course  this  increase  can  not  go  on,  iinless  there  is  a surplus  of 
receipts  either  from  ordinary  sources  or  from  loans.  If  the 
treasury  is  obliged  to  spend  all  the  money  paid  in,  it  plainly 
can  not  put  aside  to  increase  the  gold  reserve  any  gold  which 
it  may  receive. 

The  reader  may  naturally  wonder  if  no  plan  has  been 
developed  by  which  the  proportion  of  gold  in  the  treasury 
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receipts  may  be  increased.  So  far  as  I am  aware,  this  must 
be  answered  in  the  negative.  Doubtless  schemes  would  long 
ago  have  been  worked  out,  were  the  treasury  at  liberty  to  act 
in  the  matter  as  would  a great  bank  like  the  Bank  of  England. 
But  the  action  of  this  department  of  our  government  is 
hedged  about  by  law  and  watched  by  a jealous  Congress,  so 
that  there  is  little  opportunity  for  trying  new  devices. 

Finally,  the  policy  of  borrowing  gold  to  replenish  the 
reserve  has  unfortunately  been  very  largely  practiced  by  our 
government.  Of  this  borrowing,  however,  not  all  can  fairly 
be  charged  to  the  account  of  the  reserve,  since  the  notes 
which  were  received  in  exchange  for  the  gold  were  soon  spent 
in  paying  the  regular  expenses  of  the  government.  Thus,  in 
reality,  the  borrowing  was  largely  a device  for  making  up  a 
deficit  in  the  revenues  rather  than  a method  of  protecting  the 
the  reserve. 

II.  DEVICES  FOR  CHECKING  THE  OUTFLOW  OF  GOLD. 

We  have  now  touched  upon  the  principal  devices  for 
securing  an  adequate  inflow  of  gold  into  the  reserve.  We 
have  still  to  consider  the  plans  for  protecting  the  reserve  by 
checking  the  outflow.  Any  serious  drain,  it  must  first  be 
noted,  will  come  either  from  domestic  distrust  or  from  a gold 
export.  In  the  former  case,  people,  having  become  fearful 
that  gold  will  presently  be  unattainable,  hasten  to  assure 
themselves  of  a share  in  the  reserve  before  it  disappears. 
There  is  little  doubt  that  a considerable  part  of  the  drain  on 
our  treasury  in  the  winter  of  1894-95  was  of  this  character. 
There  is,  of  course,  but  one  way  to  meet  this  sort  of  case,  viz  : 
to  set  about  restoring  confidence.  Heroic  measures  to  replen- 
ish the  reserve  will  quickly  check  that  panic  fear  which,  left 
to  run  its  course,  would  soon  make  all  efforts  unavailing.  This 
was  the  justification  of  the  bond  syndicate  of  189)k.  In  a 
case  like  ours,  where  the  government  keeps  the  reserve,  the 
attitude  of  the  law-making  power  is  all  important.  A clear- 
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cut  decision  of  Congress  to  maintain  the  gold  standard  at  all 
hazard,  would  doubtless  have  saved  much  loss  at  the  critical 
time  last  mentioned. 

But,  in  most  cases,  the  sort  of  drain  which  the  reserve- 
keeper  has  most  to  fear,  comes  from  the  export  of  gold.  Such 
an  export  often  directly  draws  down  the  reserve,  since  the 
gold  exported  is  taken  from  the  treasury.  It  also  causes 
more  or  less  anxiety  in  the  public  mind,  and  so  tends  to  bring 
about  an  internal  drain.  Such  a gold  export  is,  of  course, 
natural  to  the  country  when,  for  any  cause,  the  balance  of 
trade  has  gone  against  us.  A doubt  will  therefore  arise  as  to 
whether  it  ought  to  be  interfered  with  at  all.  If  it  is  natural, 
one  would  perhaps  suppose  that  it  must  go  on  till  the  circum- 
stances which  cause  it  are  changed,  when  it  will  cease  of  its 
own  motion.  Doubtless  there  is  much  force  in  this  way  of 
looking  at  the  case.  A gold  export  does  of  itself  tend  to 
bring  about  the  conditions  which  put  a stop  to  its  continu- 
ance. The  most  important  of  these  is  its  effect  on  the  rates 
of  discount.  Since  it  depletes  the  supply  of  loanable  funds 
and  arouses  some  anxiety  in  the  business  world,  it  is  almost 

4 

immediately  followed  by  a rise  in  the  rate  at  which  money  is 

lent.  This  rise  in  the  rate  of  discount  makes  the  exporting 

country  a good  place  in  which  to  invest  and  hence  tends  to 

cause  an  import  of  capital.  Finally,  the  import  of  capital  — ■ 

into  the  country  plainly  will  tend  to  turn,,  or  at  least  to  check, 

the  tide  of  outflowing  gold. 

But,  while  the  gold  drain,  if  long  continued,  tends  to  cor-  , . 

rect  itself,  it  is  still  the  general  belief  of  the  business  world  ' 

that  something  ought  to  be  done  to  stop  the  outflow  sooner 
than  this  would  be  brought  about  by  the  natural  order  of 
things.  The  case  is  something  like  the  question  whether 
medicine  ever  does  any  good.  Of  course  all  will  agree  that, 
in  the  long  run,  we  must  depend  chiefly  on  nature  for  recovery 
from  disease.  But,  then,  probably  most  of  us  are  pretty  well 
convinced  that  it  is  desirable  at  times  to  give  nature  a little  ' 
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special  help.  We  can  not  wait  her  slow  processes.  Some- 
thing must  be  done  at  once.  So  it  is  with  the  industrial  body. 
When  the  gold  reserve  is  rapidly  running  low,  and  the 
business  world  is  becoming  anxious,  we  want  something  done 
immediately,  lest,  before  the  slow  correctives  of  nature  can  do 
their  work,  anxiety  will  have  deepened  into  panic  and  a 
destructive  crisis  will  be  upon  us. 

To  guard  against  these  consequences  the  great  European 
banks  have  developed  an  elaborate  series  of  checks.  In  the 
first  place,  they  use  what  is  known  as  the  ‘discount  policy’, 
which  is  a device  for  hastening  the  operation  of  the  natural 
corrective  of  a drain.  Whenever  the  outflow  of  gold  becomes 
so  considerable  as  to  threaten  the  reserve  to  a serious  degree, 
the  central  bank  gives  notice  that  its  minimum  rate  of  discount 
is  raised  to  a higher  figure,  say  from  three  to  four  per  cent. 
If  this  does  not  suffice,  it  goes  up  to  four  and  a half  or  to  five, 
and  so  on.  If  bankers  generally  follow  the  lead  of  the  great 
banks,  so  that  the  higher  rate  prevails  over  the  whole  market, 
at  once  is  started  a movement  of  the  more  mobile  capital  of 
neighboring  countries  toward  the  country  where  the  higher 
rate  prevails.  But  plainly  this  in-moving  of  capital  will  just 
so  much  tend  to  stop  the  out-moving  of  gold. 

Another  device  much  used  by  the  continental  banks  is 
called  ‘opening  the  portfolio’,  i.  e.,  the  portfolio  of  bills  or 
claims  on  the  merchants  of  other  countries.  Every  time  a 
German  merchant  or  manufacturer  sells  something  to  an 
Englishman  a claim  is  thereby  created  against  England  which 
commonly  takes  the  form  of  what  is  called  a bill,  i.  e.,  an 
order  by  the  German  upon  the  Englishman  to  pay  some  one 
the  money.  Now,  these  bills  usually  run  for  two  or  three 
months,  are  discounted  by  the  banks,  and,  so,  their  purchase 
is  a source  of  profit  to  these  institutions.  In  a word,  they  are 
a very  common  and  natural  form  of  investment  for  banks. 
Thus,  the  Imperial  Bank  of  Germany  usually  has  in  its  port- 
folio about  two  million  dollars’  worth  of  bills  upon  England. 
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Now,  suppose  gold  is  leaving  Germany  for  England.  This 
means  that  the  rate  of  exchange  is  against  Germany — that  the 
price  which  a German  has  to  pay  for  the  privilege  of  having 
a pound  sterling  placed  at  his  disposal  in  London,  is  higher 
than  usual.  It  is  so  high,  indeed,  that  banks  find  it  profitable 
to  send  gold  over  to  London  in  order  to  have  the  power  to 
sell  the  right  to  that  gold,  or,  in  the  language  of  business, 
to  sell  exchange  on  London.  Now,  plainly,  if  something 
should  happen  to  make  exchange  on  London  low,  so  that  it 
would  no  longer  pay  to  send  gold  in  order  to  have  the  power 
to  sell  exchange,  then  the  gold  movement  would  be  checked. 
This  is  just  what  the  Imperial  Bank  proceeds  to  bring  about. 
It  dpens  its  portfolio,  i.  e.,  it  floods  the  market  with  these 
bills  on  London  which  it  has  always  on  hand;  the  rate  of 
exchange  on  London  falls,  and,  thus,  the  special  reason  for 
sending  gold  disappears. 

Still  another  artificial  method  of  restricting  the  outflow 
of  gold  is  to  apply  the  premium  policy  backwards,  so  to 
speak.  This  is  easily  illustrated  from  the  experience  of  the 
Bank  of  England.  As  is  well  known,  that  bank  is  obliged  to 
redeem  its  notes  in  gold.  But  this  means  gold  com,  not  gold 
bullion.  Exporters  of  gold,  however,  prefer  the  bullion,  as 
not  containing  any  alloy  to  be  separated  from  the  gold  when 
it  is  recoined  in  the  importing  country.  Now,  if  the  bank 
insists  on  its  right  to  pay  coin,  or,  as  an  alternative,  charges  a 
slight  premium  to  those  who  demand  bullion,  it  just  so  far  dis- 
courages the  sending  of  the  gold.  Similarly,  banks  use  the 
premium  policy  when  they  pay  to  the  applicant  for  gold  the 
very  lightest  coins  which  will  legally  pass,  thus  making  the 
export  less  profitable. 


III. 


HOW  CAN  WE  IMPROVE  OUR  METHODS  OF  MAINTAINING  THE  GOLD 

RESERVE  ? 


4 


I have  spent  a good  deal  of  time  explaining  the  devices 
for  maintaining  the  gold  reserve  which  have  already  been 
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developod  particularly  in  European  countries.  I have  but 
^ little  left  for  considering  what  changes  we  might  advantageously 

make.  The  subject  is  a very  difl&cult  and  complicated  one;  so 
that,  in  any  case,  I could  go  into  it  only  very  briefly.  The 
change  which  would  probably  most  completely  commend  itself 
to  specialists  would  be  the  transfer  of  the  duty  of  keeping  the 
reserve  to  some  one  other  than  the  government.  Preferably  a 
single  central  bank  should  be  established,  with  this  maintaining 
of  the  standard  as  one  of  its  functions.  If  the  establishment 
of  such  a bank  be  impossible,  the  duty  might  be  left  to  the 
banks  in  general.  The  reasons  for  preferring  the  banks  to 
the  treasury  as  the  reserve-keeper  are  numerous.  In  the  first 
\ place,  some  of  the  devices  for  protecting  the  reserve  which  we 

have  considered  are  open  to  a bank,  because  it  is  a bank,  and 
not  to  the  treasury.  Thus,  the  discount  policy  can  only  be 
used  by  a bank,  and  that  a very  powerful  bank.  The  treasury 
is  not  a lender  of  money,  and,  so,  of  course,  can  not  say  at 
what  rate  money  shall  be  loaned.  Again,  only  a bank  can 
turn  the  exchanges  by  opening  the  portfolio  and  flooding  the 
market  with  a supply  of  bills.  The  treasury  does  not  deal  in 
foreign  bills  and  so  has  none  to  sell.  Again,  a bank,  in  the 
nature  of  the  case,  is  better  conversant  with  the  state  of  busi- 
ness, and  can  better  judge  when  interference  is  desirable. 
Further,  it  has,  with  the  other  great  banks,  many  connections 
which  enable  it  to  act  with  a vigor  and  promptness  not  pos- 
sible for  any  other  institution.  Most  important  of  all,  a bank 
. ^ is  not  hampered  by  the  necessities  of  practical  politics.  Let 

the  nation  decide  ever  so  positively  to  maintain  the  parity  of 
all  its  moneys  with  gold,  still,  as  long  as  the  performance  of 
this  task  is  left  to  the  government,  a factious  minority  in  con- 
gress, or  a majority  fearful  of  alienating  some  section  of 
voters,  can  defeat  the  most  strenuous  efforts  of  the  treasury  by 
refusing  adequate  powers,  or  by  establishing  new  restrictions, 
A bank,  however,  even  when  closely  allied  with  the  state,  is 
^ almost  perfectly  secure  against  interference  of  this  sort. 
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But  it  may  be  doubted  whether  it  is  worth  while  to  con- 
sider the  plan  of  putting  this  task  of  keeping  the  reserve  on  one 
or  more  banks,  since  this  would  involve  the  retirement,  either 
direct  or  indirect,  of  greenbacks,  and  such  ‘action  is  probably 
not  to  be  hoped  for.  But,  if  the  work  is  still  to  be  done  by 
the  treasury,  we  ought,  at  least,  to  make  it  as  easy  as  possible. 

First,  the  Secretary  should  have  greater  facilities  for 
replenishing  the  reserve.  Particularly  he  should  have  some 
means  for  increasing  the  proportion  of  gold  in  the  receipts. 
Some  have  suggested  the  accomplishing  of  this  result  by 
requiring  the  payment  of  duties  in  gold.  Such  a scheme, 
however,  would  not  answer,  since  it  would  cause  a special 
demand  for  gold  as  compared  with  other  moneys  and  would, 
therefore,  at  once  bring  about  a gold  premium,  thus  defeating 
the  chief  purpose  of  keeping  a gold  reserve.  But  other 
means  for  increasing  the  gold  element  in  the  receipts  are  not 
open  to  this  objection.  The  best  of  such  means,  it  seems  to 
me,  is  the  power  to  contract  the  note  circulation  in  a time  of 
redundancy.  The  probable  success  of  such  a device  is  easily 
shown.  The  reason  why  the  receipts  of  the  treasury  are  not 
largely  gold  is  that  the  stock  of  other  forms  of  money  in  New 
York  is  too  large.  The  bank  vaults  have  a superabundance 
of  treasury  notes  and,  in  a time  of  doubt,  they  naturally  use 
these  notes  to  pay  the  government.  Plainly,  a very  natural 
remedy  would  be  to  withdraw  temporarily  the  superabundant 
notes  so  that  they  would  not  be  available  for  this  purpose.  It 
is  probable  that  this  would  be  sufficient.  But,  if  not,  it 
should  be  supplemented  by  the  temporary  retirement  of  some 
of  the  silver  certificates.  To  make  use  of  this  device,  it 
would  be  necessary  to  give  the  Secretary  power  temporarily  to 
accumulate  a surplus  through  the  issue  of  bonds.  Of  course, 
this  would  cost  something,  but,  if  we  are  going  to  regulate 
the  credit  money  of  the  country,  we  must  be  prepared  to  do 
it  properly,  expanding  the  stock  when  more  is  needed,  con  - 
tracting  it  when  less  is  needed. 
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Again,  it  is  hardly  necessary  to  say  that  one  of  the  most 
effective  means  for  increasing  the  gold  receipts  of  the  treas- 
ury would  be  a clear-cut  decision  to  maintain  the  existing 
standard.  Let  this  point  once  be  settled  beyond  a doubt,  and 
there  will  be  very  little  disposition  among  bankers  to  choose 
non-gold  moneys  in  making  payments  to  the  treasury.  Gold 
will  naturally  come  out  from  its  hiding  places  to  be  used  as 
freely  as  other  forms  of  money. 

Still,  again,  all  must  agree  that,  if  the  keeping  of  the 
ultimate  reserve  by  the  treasury  is  to  continue,  the  Secretary 
should  have  the  power  to  replenish  the  revenue  by  the  issue 
of  low-rate,  long-time  bonds,  whenever  other  means  shall 
have  failed. 

If,  now,  we  turn  to  the  question  of  how  to  hinder  the 
gold  outflow,  we  find  that  the  means  already  suggested  for 
increasing  the  inflow  will  also  tend  to  accomplish  the  other 
part  of  the  task.  Thus,  our  chief  device  for  increasing  the 
gold  element  in  the  receipts  is  the  contraction  of  the  note  cir- 
culation. But  this  certainly  would  powerfully  operate  to 
diminish  the  gold  withdrawals.  As  is  well  known,  the  method 
of  getting  gold  is  to  present  notes  at  the  treasury  for  redemp- 
tion. What  more  natural  than  to  get  these  notes  out  of  the 
hands  of  the  public,  so  that  they  can  no  longer  be  used  for 
that  purpose?  Surely  the  wisdom  of  permitting  the  execu- 
tive to  retire  notes  that  have  been  once  redeemed,  until  the 
danger  of  a drain  has  passed,  must  be  admitted  by  everyone 
who  honestly  desires  the  government  to  do  well  the  task  put 
upon  it. 

But  this  power  to  contract  a superabundant  circulation 
would  operate  to  stop  the  drain  of  gold  in  another  way.  As 
we  have  seen,  one  of  the  most  important  devices  for  accom- 
plishing this  purpose  which  the  great  European  banks  have 
developed,  is  the  raising  of  the  rate  of  discount.  Now,  the 
treasurer  can  not  do  this  directly,  but  it  could  probably  reach 
the  same  result  by  a round-about  road.  It  is  perhaps 
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scarcely  necessary  to  tell  the  reader  that  in  times  of  depres- 
sion much  money  ordinarily  in  use  becomes  idle,  and  such  idle 
money  under  present  conditions  accumulates  in  New  York.  The 
presence  of  this  idle  money  shows  itself  in  the  state  of  the 
bank  reserves.  In  ordinary  times  these  reserves  show  sur- 
plusses  above  the  amounts  required  by  law,  ranging  from  one 
to  twelve  or  fifteen  millions.  But  during  the  year  and  a half 
following  the  panic  of  1893,  these  surplus  reserves  averaged 
about  seventy-five  millions,  reaching,  at  one  time,  even  one 
hundred  and  eleven  millions.  Surely  no  one  could  doubt  that 
under  such  conditions  the  stock  of  money  was  redundant. 
This  does  not  mean  that  we  had  more  than  we  should  ever 
need,  that  we  should  have  burned  it  up  or  in  any  other  way 
permanently  disposed  of  it.  We  might  need  it  all  inside  of  a 
year  or  even  a half  year,  if  times  were  to  revive.  But,  for  the 
time  being,  it  was  redundant  and  its  redundancy  worked  harm. 
Particularly,  it  depressed  the  rate  of  discount  to  an  almost 
incredibly  low  figure.  Thus,  call  loans  ranged  for  many 
months  from  one-half  to  one  and  a half  per  cent,  per  annum. 
But,  depressing  abnormally  the  rate  of  discount,  it  discouraged 
foreign  capital  from  either  coming  into,  or  even  remaining  in, 
this  country;  and,  discouraging  the  investment  of  foreign 
capital,  it  tended  to  drive  out  gold.  Now,  give  the  treasury 
power  to  draw  off  the  superfluous  currency,  and  these  evils 
would  probably  disappear.  Bates  would  rise  to  a normal 
figure;  capital  would  be  encoirraged  to  stay  with  us;  and  the 
drain  of  gold  would  probably  be  checked. 

Finally,  it  is  plain  that  in  hindering  the  outflow,  as  also 
in  helping  the  inflow,  of  gold,  a most  important  improvement 
on  the  present  condition  is  a clear-cut  decision  of  Congress 
and  the  country  to  maintain  the  standard.  Such  a decision 
because  it  would  remove  distrust  would  operate  powerfully 
against  the  forces  which  at  present  lead  to  the  withdrawal  of 
gold.  It  would  check  the  disposiiion  of  bankers  and  other 
persons  at  home  to  hoard  gold  as  a wise  ]>rovision  for  possible 
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contingencies.  It  would  stop  the  withdrawal  of  capital  by 
Eirropeans  who  have  come  to  fear  that  they  are  bound  to  lose  a 
third  to  a half  of  their  investments  with  us  though  our  adop- 
tion of  a silver  standard.  Let  these  conditions  be  established, 
and  any  drain  of  gold  suificiently  serious  to  threaten  the  ulti- 
mate reserve  would  soon  cease. 


COMMENT  ON  AN  EXAMINATION  PAPER 


BY  KATHERINE  REED 


Out  of  the  examination  papers  submitted  in  English 
Literature  by  students  in  our  Home  Study  Lessons,  one  has 
been  selected  for  comment  and  suggestion  in  the  columns  of 
the  Review.  It  is  hoped  that  in  securing  thus  a more  extended 
reading,  others  as  well  as  the  writer  of  it  may  be  .benefited. 
In  class-room  work  one  of  the  most  important  offices  of  the 
teacher  is  that  of  critic  upon  the  written  work  of  the  pupil. 
Here  is  his  best  chance  for  seeing  individual  needs,  and 
furnishing  advice  or  suggestion  of  the  most  effective  kind. 

The  examination  covered  the  work  of  the  first  quarter, 
and  its  first  question  was: 

Question  1.  Contrast  the  three  icriters  studied  so  far, 
Shakespeare,  Bacon,  and  Milton,  icith  regard  to  their  birth, 
education  and  occupations  in  life. 

Shakespear,  of  humble  parentage,  only  a meagre  education, 
but  occupied  as  student  and  writer  through  life;  Bacon,  born  to 
good  advantages,  sxilendidly  educated  and  occupied  several 
positions  of  trust  under  government  appointment.  iMilton  had 
good  family  relations,  a good  education  and  gave  most  of  his 
time  to  writing. 

Since  every  teacher,  whether  he  be  a Rhetoric  teacher  or 
not,  is  bound  to  improve  the  English  of  each  student,  the 
first  comment  on  this  answer  is  directed  toward  its  lack  of 
verb  in  the  first  part.  Evidently  “ was  ” is  intended  after 
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“Shakespeare”  and  after  “Bacon”.  While  the  sense  is 
evident,  the  answer  seems  somewhat  rough  and  unfinished 
without  the  complete  grammatical  form.  It  is  always  well  to 
make  each  sentence  a complete  one  in  an  examination  paper, 
unless  for  reasons  of  brevity  the  instructor  gives  other  direc- 
tions. The  insertion  of  the  participle  “having”  after 
“parentage”,  and  of  “was”  before  “occupied”  in  the  first 
few  lines  concerning  Shakespeare  would  also  contribute  to  its 
smoothness  and  correctness  grammatically.  The  student  uses 
the  spelling  Shakespear,  which  is  correct  but  less  common 
than  that  with  the  final  ‘e’.  There  are  many  different  spell- 
ings of  this  name,  such  as  Shakespere,  Shakspere,  Shake- 
speare, etc.  The  facts  of  this  answer  are  correct,  but  might 
have  been  more  detailed  without  loss  of  time  and  with  gain 
in  accuracy.  Thus  “the  good  advantages”  of  Bacon  might 
have  been  specified  to  be  his  aristocratic  birth,  and  his  life  at 
the  court,  which  would  at  once  contrast  him  strongly  with 
Shakespeare’s  as  set  forth  just  before.  In  the  same  way 
Milton’s  Puritan  ancestry  could  have  been  mentioned,  and  his 
record  at  college.  Whether  a man  is  college-bred,  is  of  the 
(jQj]Qijion  people  or  the  nobility,  is  rich  or  poor,  etc.,  are 
circumstances  desirable  to  bring  out  in  definite,  rather  than 
general  terms  like  “ good  advantages”  etc.  The  reader  might 
suppose  that  “good  advantages”  in  those  days  meant  much 
what  they  do  now,  and  so  they  do  in  a general  way,  for  wealth, 
position,  college  life  and  foreign  travel  were  included  under 
them  then  as  now.  But  all  of  these  advantages  w’ere  more 
limited  in  their  influence  than  now,  or  influenced  in  a way  so 
different  that  some  special  mention  should  be  made  of  them 
for  the  sake  of  clear  thinking  about  them.  In  contrasting  the 
occupations  of  Shakespeare  and  Milton,  it  would  have  been 
well  to  mention  the  kind  of  writing  each  did — thus  Milton’s 
political  pamphlets,  and  Shakespeare’s  plays.  The  instructed 
reader  of  this  answer  would  supply  these  details  for  himself, 
but  one  not  informed  would  be  but  vaguely  answered.  It  is  a 
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